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OATH ORAFFIRMATION

Barry Silbert swear or affirm that to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

SecondMarket Inc as of

December 31 2008 are true and correct thrther swear or affirm that neither the company

nor any partner proprietor principal officer or director has any proprietary interest in any account classified solely as that of

customer except as follows

Signature

Title

1AT SCOTI PASSET
Notary Public NOTARY PUBLIC

STATE OF NEWYORK
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Statement of Financial Condition

Statement of Income Loss

Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

El Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con

solidation

An Oath or Affirmation

LI copy of the S1PC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date of the previous audit

Independent auditors report on internal accounting control

Schedule of segregation requirements and funds in segregation--customers regulated commodity futures accouni

pursuant to Rule 17 1-5

Forconditions of confidential treatment of certain portions of this filing see section 240.17a-5e3
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Rothstein Kass

INDEPENDENT AUDITORS REPORT

To the Stockholder of

SecondMarket Inc

We have audited the accompanying statement of financial condition of SecondMarket Inc the Company formerly

Green Drake Capital Corp as of December 31 2008 This statement of financial condition is the responsibility of the

Companys management Our responsibility is to express an opinion on this statement of financial condition based on

our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

statement of financial condition is free of material misstatement An audit includes consideration of intemal control

over financial reporting as basis for designing audit procedures that are appropriate in the circumstances but not for

the purposes of expressing an opinion on the effectiveness of the Companys internal control over financial reporting

Accordingly we express no such opinion An audit also includes examining on test basis evidence supporting the

amounts and disclosures in the financial statements assessing the accounting principles used and significant

estimates made by management as well as evaluating the overall statement of financial condition presentation We
believe that our audit provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material respects the

financial position of SecondMarket Inc as of December 31 2008 in conformity with accounting principles generally

accepted in the United States of America

c2vtrj

Roseland New Jersey

February 26 2009

An independent firm associated with AGN International Ltd AGN



December 31 2008

ASSETS

Cash and cash equivalents

Receivable from clearing broker

Commission receivable

Securities owned at fair value

Securities receivable at fair value

Property and equipment net

Due from affiliates

Deferred taxes asset

Prepaid expenses and other assets

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Accounts payable and accrued expenses

Income taxes payable

Total liabilities

Stockholders equity

Common stock authorized 100000 shares of $.01 par

value 100000 shares issued and outstanding

Additional paid-in capital

Retained earnings

Total stockholders equity

9100690

160685

150000

123477

47356

800320

86950

40550

273191

10783219

3047384

2277700

5325084

1000

996527

4460608

5458135

10783219

ET INC

iAL CONDITION

See accompanying notes to financial statement



SECONDMARKET INC

NOTES TO FINANCIAL STATEMENT

Nature of business and summary of significant accounting policies

Nature of business

SecondMarket Inc the Company formerly Green Drake Capital Corp is corporation formed under the laws

of the State of Delaware on June 2005 The Company is an introducing broker-dealer registered with the

Securities and Exchange Commission SEC and is member of the Financial Industry Regulatory Authority

FINRA an entity created through the consolidation of the National Association of Securities Dealers NASD
and the member enforcement and arbitration functions of the New York Stock Exchange The Companys primary

business is engaging in the sale of securities including but not limited to restricted securities and engaging in

private placements of securities The Company was approved to commence business operations as broker-

dealer on March 22 2006 The Company is wholly owned subsidiary of RST Group Inc the Parent

Revenue recognition

Fee income is recognized from private placements and restricted securities transactions when the transaction is

complete and the related fees are realized Commission income and related expense are recognized on trade

date basis Stock purchase warrants received for publicly traded companies as placement fee commissions are

valued at estimated fair value using the Black-Scholes option pricing model Stock purchase warrants received for

privately held companies for which there is no market for the underlying stock are valued at $1

Cash and cash equivalents

The Company considers short-term investments with original maturities of three months or less to be cash

equivalents

Valuation of Investments in Securities and Securities at Fair Value Definition and Hierarchy

The Company adopted the provisions of Statement of Financial Accounting Standards SFAS No 157 Fair

Value Measurements SFAS No 157 effective January 2008 Under SFAS No 157 fair value is defined

as the price that would be received to sell an asset or paid to transfer liability i.e the exit price in an orderly

transaction between market participants at the measurement date

In determining fair value the Company uses various valuation approaches SFAS No 157 establishes fair

value hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs and

minimizes the use of unobservable inputs by requiring that the most observable inputs be used when available

Observable inputs are those that market participants would use in pricing the asset or liability based on market

data obtained from sources independent of the Company Unobservable inputs reflect the Companys

assumptions about the inputs market participants would use in pricing the asset or liability developed based on

the best information available in the circumstances The fair value hierarchy is categorized into three levels

based on the inputs as follows

Level Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that

the Company has the ability to access Valuation adjustments and block discounts are not applied to Level

securities Since valuations are based on quoted prices that are readily and regularly available in an active

market valuation of these securities does not entail significant degree of judgment

Level Valuations based on quoted prices in markets that are not active or for which all significant inputs

are observable either directly or indirectly



SECONDMARKET INC

NOTES TO FINANCIAL STATEMENT

Summary of significant accounting policies continued

Valuation of Investments in Securities and Securities at Fair Value Definition and Hierarchy continued

Level Valuations based on inputs that are unobservable and significant to the overall fair value

measurement

The availability of valuation techniques and observable inputs can vary from security to security and is affected

by wide variety of factors including the type of security whether the security is new and not yet established in

the marketplace and other characteristics particular to the transaction To the extent that valuation is based on

models or inputs that are less observable or unobservable in the market the determination of fair value requires

more judgment Those estimated values do not necessarily represent the amounts that may be ultimately

realized due to the occurrence of future circumstances that cannot be reasonably determined Because of the

inherent uncertainty of valuation those estimated values may be materially higher or lower than the values that

would have been used had ready market for the securities existed Accordingly the degree of judgment

exercised by the Company in determining fair value is greatest for securities categorized in Level In certain

cases the inputs used to measure fair value may fall into different levels of the fair value hierarchy In

such cases for disclosure purposes the level in the fair value hierarchy within which the fair value measurement

in its entirety falls is determined based on the lowest level input that is significant to the fair value measurement

Fair value is market-based measure considered from the perspective of market participant rather than an

entity-specific measure Therefore even when market assumptions are not readily available the Companys

own assumptions are set to reflect those that market participants would use in pricing the asset or liability at the

measurement date The Company uses prices and inputs that are current as of the measurement date including

periods of market dislocation In periods of market dislocation the observability of prices and inputs may be

reduced for many securities This condition could cause security to be reclassified to lower level within the

fair value hierarchy

The Company values investments in securities and securities sold short that are freely tradable and are listed on

national securities exchange or reported on the NASDAQ national market at their last sales price as of the last

business day of the year

Property and equipment

Property and equipment is stated at cost less accumulated depreciation The Company provides for depreciation

as follows

Estimated

Asset Useful Life Principal Method

Computer hardware years Straight Line

Communication systems years Straight Line

Computer software years Straight Line

Furniture and fixtures years Straight Line

Equipment years Straight Line

Leasehold Improvement Lease term Straight Line

Expenditures for repairs and maintenance are charged to operations as incurred while betterments and

improvements are capitalized



ET INC

TATEMENT

The Company complies with SFAS No 123R Accounting for Stock-Based Compensation Revised which

requires an entity to measure the cost of employee services received in exchange for an award of equity

instruments based on grant-date fair value of the award with limited exceptions

Income taxes

The Company files its Federal and state income tax returns in consolidation with the Parent The amount of

income tax expense allocated to the Company by the Parent represents Federal and State income taxes

attributable to the income generated by the Company

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences

between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in

the years in which those temporary differences are expected to be recovered or settled The effect on deferred

tax assets and liabilities of change in tax rates is recognized in income in the period that includes the

enactment date Valuation allowances are established when necessary to reduce deferred tax assets to an

amount that in the opinion of management is more likely than not to be realized

The Company has adopted FASB Staff Position No FIN 48-3 which allows certain nonpublic entities to defer the

effective date of FASB Interpretation No 48 Accounting for Uncertainty in Income Taxes FIN 48 until the

annual financial statements for fiscal years beginning after December 15 2008 The Company has elected to apply

the deferral and will adopt the provisions of FIN 48 effective for the annual financial statements for the year ending

December 31 2009 The Companys accounting policy for evaluating uncertain tax positions during financial

statement periods subject to the deferral of FIN 48 is based on the recognition and disclosure criteria for loss

contingencies under SFAS No Accounting for Contingencies

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United

States of America requires management to make estimates and assumptions that affect the reported amounts of

assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses

during the reporting period Actual results could differ from those estimates

Receivable from clearing broker

The Company maintains accounts with two clearing brokers As part of the an agreement with these firms the

Company is required to maintain $25000 deposit with one clearing broker and $100000 with another clearing

broker

Securities

Securities owned at fair value

Securities owned consist of shares and stock purchase warrants received as fees for various private placement and

restricted securities transactions The total value of shares and warrants received in 2008 amounted to

approximately $48000 The Company has estimated the fair value of these shares and stock purchase warrants as

of December 31 2008 and has recorded an unrealized loss of approximately $280000 relating to these securities

Stock based compensation
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Securities continued

Securities receivable at fair value

Securities receivable consist of stock purchase warrants receivable for various private placement and restricted

securities transaction The Company has estimated the fair value of the stock purchase warrants as of

December 31 2008 and has recorded an unrealized loss of approximately $15000 relating to these warrants

Fair value measurements

The Companys assets and liabilities recorded at fair value have been categorized based upon fair value

hierarchy in accordance with SFAS No 157 See Note for discussion of the Companys policies

The following table presents information about the Companys assets and liabilities measured at fair value as of

December 31 2008

1289220 1289220

8276 8276

115201

123477

47356 47356

1297496 162557 1460053

Details of property and equipment at December 31 2008 are as follows

Computer hardwae

Communication systems

Computer software

Office equipment

Eqji pnent

Leasehold improvements

Less accumulated depredation

104881

7271

50650

140616

6898

543.743

854059

53739

TATEMENT

Quoted Prices Significant

in Active Other Significant Balance

Markets for Observable Unobservable as of

Identical Assets Inputs Inputs December 31

Level Level Level 2008

Assets

Money market fund included in

cash and cash equivalent

Stocks on owned at fair value

Warrants owned at fair value

Total Securities owned at fair value

Securities receivable at fair value

Property and equipment

8276

115201

115201

8000



SECONDMARKET INC

NOTES TO FINANCIAL STATEMENT

Net capital requirements

The Company is subject to the SEC Uniform Net Capital Rule 15c3-1 This Rule requires the maintenance of

minimum net capital and that the ratio of aggregate indebtedness to net capital both as defined shall not exceed

15 to and that equity capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would

exceed 10 to At December 31 2008 the Companys net capital was approximately $3774000 which was

approximately $3419000 in excess of its minimum requirement of approximately $355000

Income taxes

The provision for income taxes consists of the following

current

Federal 1969800

State and local 1040900

3010700

Deferred

Federal 52800
State and local 27900

80700

2930000

Deferred income taxes result from temporary differences related to the treatment of unrealized loss on securities for

tax purposes and depreciation methods used for tax purposes both of which result in deferred tax asset of

approximately $40500 which is included in income taxes payable at December 31 2008

Concentrations of credit risk

In the normal course of business the Companys customer activities involve the execution settlement and

financing of various customer securities transactions These activities may expose the Company to off-balance-

sheet risk in the event the customer or other broker is unable to fulfill its contracted obligations and the Company

has to purchase or sell the financial instrument underlying the contract at loss

The Company maintains its cash balances in financial institution These balances are insured by the Federal

Deposit Insurance Corporation up to $250000 per institution through December 31 2009

Exemption from Rule 15c3-3

The Company is exempt from the SEC Rule 15c3-3 pursuant to the exemptive provision under sub-paragraph

k2i and k2ii and therefore is not required to maintain Special Reserve Bank Account for the Exclusive

Benefit of Customers
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The Parent of the Company provides for the issuance of warrants to purchase common stock in the Parent The

granting of warrants is at the sole discretion of the Board of Directors Warrant grants will have an exercise price

not less than the fair market value at the date of grant Generally these warrants vest over period of one to

four years and expire between the fifth and seventh anniversary from the grant date in accordance with each

respective warrant agreement

During the year ended December 31 2008 the Company recognized compensation expense of approximately

$57500 relating to such warrant grants

summary of the status of the warrant attributable to the employees of the SecondMarket Inc in the Parents

Plan as of December 31 2008 and changes during the year then ended is presented below

Number of Weighted average

Warrants Exercise Price

Outstanding at beginning of year 699330 $0.63

Granted 946325 $0.68

Forfeited 526498 $0.63

Outstanding at end of year 1119157 $0.67

During the year ended December 31 2008 certain holders of warrants forfeited 526498 of unvested warrants

No payments were made in exchange for the forfeited warrants

The total compensation cost not yet recognized of approximately $98000 for non-vested awards has

weighted average period of 36 months over which the compensation expense is expected to be recognized

During the year ended December 31 2008 no warrants were exercised

At December 31 2008 the 1119157 warrants were outstanding as follows

Approximately

Percentage Vested at Remaining Life of

___________
December 31 2008 Warrants Years

100.00% 3.8

0.00% 6.0

0.00% 4.0

0.00% 5.0

TATEMENT

Stock based compensation

Outstanding

Warrants

Exercise

Price

0.60

0.63

0.63

0.87

174832

404485

364840

175000
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NOTES TO FINANCIAL STATEMENT

Stock based compensation continued

The Company uses the Black-Scholes pricing model to determine the fair value of warrants grants made in 2008

and previously The following assumptions were applied in determining compensation costs

Risk-free interest rate 2.1 5.1

Expected option term 5-7 years

Expected price volatility 23

Dividend yield 0%

The grant date weighted-average fair value of the 946325 warrant that were granted during 2008 was $0.12 per

warrant

10 Off-balance sheet risk

Pursuant to clearance agreements the Company introduces certain of its securities transactions to clearing brokers

on fully-disclosed basis All of the customers money balances and long and short security positions are carried

on the books of the clearing brokers In accordance with the clearance agreements the Company has agreed to

indemnity the clearing brokers for losses if any which the clearing brokers may sustain from carrying securities

transactions introduced by the Company In accordance with industry practice and regulatory requirements the

Company and the clearing brokers monitor collateral on the customers accounts The Company is required to keep

minimum net capital of $250000 in accordance with the clearing agreement with one of the clearing firms

In addition the receivable from clearing brokers are pursuant to these clearance agreements and includes

clearing deposit of $125000

11 Commitments and related party transactions

The Company has entered into service agreement with the Parent which expires on December 31 2011

whereby the Parent is to provide various goods and services to the Company throughout the term of the

agreement The total expenses charged by the Parent for goods and services during 2008 amounted to

approximately $6235000

At December 31 2008 the Company had fully paid its Parent for charges pursuant to this agreement
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